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INTRODUCflON:-
The attitude towards inward foreign direct
investment (FDI) has changed considerably over
the last couple of decades, as most countries have
liberalized their policies to attract investments
from foreign multinational corporations (MNCs).
On the expectation that foreign MNCs will raise
employment, exports, or tax revenue, or that
some of the knowledge brought by the foreign
companies may spill over to the host countrylZl
s domestic firms, governments across the world
have lowered various entry barriers and opened up
new sectors to foreign investment. An increasing
number of host governments also provide various
forms of investment incentives to encourage
foreign owned companies to invest in their
influence,
These include fiscal incentives such as tax holidays
and lower taxes for foreign investors,
financial incentives such as grants and preferential
loans to MNCs, as well as measures like market
preferences, infrastructure, and sometimes even
monopoly rights. Although some FDI promotion
efforts are probably motivated by temporary
macroeconomic problems such as low growth
rates and rising unemployment, there are also
more fundamental explanations for the increasing
emphasis on investment promotion in recent years,
In particular, it appears that the globalization
of the international economy have made FDI
incentives more interesting and important for
national governments, Trade liberalization - be it
globally, through GATT and WTO, or regionally,
in the form of ED, NAFTA, AFTA and other
regional agreements - has led to increasing
market integration and reduced the importance
of market size as a determinant of investment
location. For this reason, even a small country may
now compete for FDI, given that it can provide a
sufficiently attractive incentive scheme.
International business brings various types of
advantages to all countries involved. "Foreign
Direct Investment (FDI) occurs when a firm
invests directly in facilities to produce and or
market a product in a foreign country" (Hill, 1998).
The discussion will follow this pattern: First, the
nature of the FDI business challenge and the
requirements for carefully formulating corporate
objectives. Secondly strategies in FDI business.
The focus will then shift to the opportunities and on
the other hand it will challenge this type of market
penetration. FDI need to be aware of the many
possibilities of both favourable and unfavourable
impacts in order to be able to intelligently evaluate
such investment. Each has a different perspective.
Each sees different advantages and disadvantages
from a given investment. The impacts of foreign
direct investments are examined using the
following aspects: Economic effects; Basic factor
of production, capital, labour, technology, and raw
materials. Socio -cultural effects; General public,
worker, and customer. Political large effects;
Figure 1: The most Important for FDI
(Dunning 1980)
Government finances, revenue, expenditures, and
International relation. (For more detail See Table
12.1&13.1)
The reason for Involvement in (FDI):-
Broadly, we can identify four major reasons for
entering into FDI business. First, the objective of
increasing company size and profit, Second, the
need to protect a firm profit making opportunities
and capabilities, Third, search for resources, and
fourth, mangers wishes to make the company
crossing the nation. [8]The FDI activities of a
company expose it too many new opportunities
but also to new difficulties and potential troubles.
Careful pinning together with appropriate system
of organisation and control can help the companies
to best take advantage of the opportunities, to
minimise the difficulties, and to head off or to
respond to the problem[8] Oman newspaper (Nov.
1999).
John Dunning put forward a framework, which
attempts to integrate various strands of explanation
of international production. Dunning proposes a set
of three general and interrelated principles, which,
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he suggests, are fundamental to an understanding
of international production. Because the three
principles themselves are derived from a variety
of theoretical approaches- the theory of the firm,
organisation theory, trade theory and location
theory. Dunning labels his approach eclectic.
It is this broad ranging quality (Dickens, Peter
1992, p.126). In my opinion the weak point about
the Dunnings' (1980) framework that he doesn
~t consider the market trade (see figure above)
"which is very important today", due to the change
of the technology, transport, and other factor, but
over all it is very helpful to the new company which
is focusing at the international market.
Many FDI projects are optional for a company, if
the investment dose not occur; the company would
still prosper, although perhaps not to the extent or
in the fashion desired. It may than be necessary
for the company to retrench, reinvest, or set off in
new or old direction. Foreign direct investment is
a special type of international flow that can involve
movement of goods and equipment, serves such
as managerial advice and construction work, and
factors of production such as, a capital, labour, and
technology.
Foreign direct investment is much more personal
and permanent then international economic
movements such as exports or licensing, as a
result, the range of the impacts of FDI is much
greater than those of any other type of international
flow. (Korth, p.301) On the other hand, we may
note that it is not easy to implement a foreign direct
investment. Despite many advantages, negative the
socio-culture effects of FDI, negative political legal
effects FDI, Moreover economic effects. Many
other investment projects may be critical for a
company. In these instances the company is much
more exposed .It will also probably be much less
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flexible. It certainly is likely to be more susceptible
to the application of pressure, ether imposed by
market or governments. When a project is critical
to accompany for example, as is it in the case of
a company that need to integrate vertically into
raw material resource production, such as copper
company. liThe special issues facing international
companies and governments in dealing with
activities that cross international borders"
(Preston, 1993). The form of structure chosen by
a company and the nature of the control patterns
which its world wide operations will demand
are the function of the nature of the company
international operations. A company international
activities fall in to three categories: foreign trade,
foreign managerial and technological assistance,
and foreign production. The combination of these
activities in which a company is engaged is an
important factor in its choice of organisational
format, and as hill sayan international business
is any firm that engages in international trade or
investment.
The foreign direct investment challenge is likely to
be more complex then domestic because it is very
expensive and it is risky too, on the other hand
it needs management expertise and high level of
commitment (Hill, 1998). Therefore the company's
freedom to move resources between countries,
including movement of technology, goods, and
capital etc. Restrictions on personal movement due
to emigration and visa controls is also an issue as
it is both time consuming and costly. Exporting
and importing controls can restrict the movement
of goods and services. It includes tariff, which
are duties levied on the value, quantity, as will
as quotas, which are quantitative limits, so they
can not take more than what they are allowed to
take. In some countries some of the goods are
prohibited.
Challenge of Foreign Direct Investment:-
Figure 2: Challenge (FDI)
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Countries also may impose restriction on
international capital movement, therefore the range
of the exchange rates, normally involve two or
more national currencies. Companies are therefore
exposed to the foreign exchange value risk; the
local taxes will also affect the overall volume of
investment. The political risk. "The probability that
political forces will negatively affect a MNEs profit
or impede the attainment of other critical business
objectives" (Rugman and Hodehs).
Another relation unique aspect of managing
business is the distance that often exists between
company headquarters and foreign operations.
The long distance can increase risk, uncertainty,
cost, and complexity in production, marketing,
financial, and general management. On the other
hand investor has to consider the differences in
institutions, customers, culture, language, and
regulations, which are presumed to affect the FDI.
More travel expense will be involved, and data will
be more difficult to obtain, perhaps non-existent,
and of questionable reliability.
Successful entry and growth in IE require that a
firm be willing to accept added elements of risk
and complexity, which normally encountered in
domestic business. '\Vhich they should be able to
resourceful problem solving and thorough analysis
of opportunities and problems. Few companies
jump suddenly into international production
with special organisational needs. Instead, most
companies evolve through a series of degrees or
phases of internationalisation.
As internationalisation increases complexity,
so dose the need for an explicit modification
of the organisational structure to account for
the international activities of the firm. Zenoff
& Particelli (1990, p. 44) said that while
global marketing is rare, global competition is
intensifying, and global planning is increasingly
critical.
Whatever the background to the decision to
enter international businesses, executives must
consider the possible implications for their
organisation of such involvement. The decision
to engage in international business must be
predicated on a thorough analysis of current and
future opportunities, environmental restraints
and risk, and associated resource requirements.
Conceptually, a large part of the analysis should
be made of the relatively unique characteristics
encountered in international business. Depending
on the form and extent of international activity,
Figure 3: Opportunities (FDD
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the two fundamentally unique aspects of this
commerce are (1) that transactions cross national
borders and (2) that business is conducted in
foreign countIies (Zenoff, 1990). I personally agree
to a large extent with David. Kotler (1991) felt that
because all markets show national differences
standardisation are not appropriate companies
intending to globalise. They must consider,
competitive, internal and environmental factors
before deciding on the extent of the standardisation
or adaptation (Halliburton & Hunerberg 1987)
Opportunities of the Foreign Direct
Investment:-
"Volume of FDI has grown more rapidly than the
value of the world trade in the recent years'l (Hill
1999, p.201). That explains the advantages of FDI.
"Foreign business represent, to have allotted of
opportunity to expand in size, grows in profitability,
and to obtain funds frame new geographical
areas. Therefore the will consider these factors;
transportation cost, market, competitors, location
advantages" (Hi111999, p.191) that they well not
gate in teal they gate the customer satisfaction,
labour, technology, finally the raw material. To
understand the process of internationalisation one
has to explain why firms indulge in international
activities and why firms undertake certain steps
that lead to increasing foreign commitment.
Indeed, the motives for a firm to expand its
operations internationally are numerous. Such
basic objectives as making a profit, retaining
profitability, achieving growth and so on are
pursued by national firms and international firms
alike.
In addition to those, Buckley (1988) identifies
three main classes of motives, which are as follows:
(1) Motives relating to market oriented
investment.
(2) Motives relating to cost reducing
investment.
(3) Motives relating to vertical foreign
investment aimed at reducing the cost of
raw Material or other key input.
Decisions to increase international commitment
may be either influenced by on-going, dynamic
influences, e.g. learning effects, control
consideration or other situational influences
such as markets factors, intermediary action
or government policy (Welch and Luostarinen,
1988). Market growth, and host market growth
in particular, is the most frequently cited motive
for the internationalisation of a firm's business
activities. This motive is expressed in a variety of
ways. Many firms want to enter new markets, to
service a market more effectively or to meet the
local demand better and to maintain or increase
the local market share.
Frequently foreign investment is motivated by a
desire to reduce costs. The major element in cost
reducing foreign investment is likely to be the
search for cheap labour. Even among the advanced
nations there is a large difference in wage costs.
To evaluate correctly the relative cheapness of
labour a firm needs to be aware of the relationship
between cost and productivity. Closely related
to the price of labour is its availability, especially
that of skilled labour. More profitable operation
can also be achieved on the basis of lower input
costs (raw materials) or lower transport costs.
By means of vertical integration the firm may
secure the availability of low cost raw material
inputs and also lower reliance on the vagaries
of the market. Access to advanced technology
may also be an important incentive for overseas
expansion. Not only could this offer opportunity
to reduce costs but also enable the firm to improve
product quality. In addition, a firm may adopt a
strategy of geographical diversification, motivated
by the desire to reduce risk. A key criterion in
this context is the correlation of foreign returns
with the average after tax return of the domestic
business. The less they are correlated the lower
the overall risk of the company. The ability to
undertake any form of internationalisation is
clearly limited by the means of implementation
open to the firm. Obviously, smaller firms will start
with less demanding international development
activities. Larger firms, based in larger domestic
markets are more likely to reveal more advanced
involvement far earlier as well as to move
through the overall process at a much faster
rate. A critical factor in the ability to carry out
chosen international activities is the possession
of appropriate knowledge. Hence, knowledge
development might also be an important reason
or increased international commitment aohanson
and Vahlne, 1977). In conclusion, it can be said
that the foreign investment decision is rarely taken
for a single reason. As Buckley (1988) points out
it is rather a result of cumulative pressures and
opportunities impinging on the firm. Supportive
which can include the investment climate of the
host country (its tax regime, political stability,
cultural closeness to the investor, provision of
infrastructure) or incentives and inducements
provided by the local government which can often
be decisive in individual cases.
Methods that International Companies can
adopt to overcome Stringent Government
Regulations:-
There are many methods of illustrating business
adaptation to foreign condition. Home countries
can both encourage and restrict FDI by local firms.
We look at the policies designed to encourage
outward FDI first. The important of the company
foreign risk insurance, tax incentives, and political
pressure. The economic activities in the global
economic are being organised and reorganised
through dynamic network of the relationships
within the between business firm and the
government the most important point to emphasise
the outcome. The government adoption the most
important driving to improve the economic which
is embedded. For example in the finance area;
foreign investors in Japan have been restricted
to less than 51 per cent of the ownership of most
Japanese firms, conversely, foreign investors in
many countries are allowed a la-year tax holiday
as an inducement to attract outside know-how.
In some countries there exists a widespread
preference for important (blue sale) cigarettes
from the United States over locally produced
brands. Conversely, Mexican consumers often
prefer the stamp (Hecho en Mexico) to imported
products (Zenoff, p.30).
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CONCLUSION:-
To motivate subsidization of foreign investment,
it is therefore necessary, at the same time, to
support learning and investment in local firms
as well. For this reason, rather than proposing
narrowly defined FDI policies, we argue that good
governance in the area of FDI policy is to consider
the investment opportunities and challenge as part
of the countr~s overall industrial procedure, and
make any incentives available on equal terms to all
investors, foreign as well as local. The incentives
should focus in particular on those activities that
create the strongest potential, including linkages
between foreign and local firms, education,
training, and research and development. It should
also be noted that the countr~ industIial policies
in general are important determinants of FDI
inflows and effects of FDI.
By enhancing the local supply of human capital
and modern infrastructure and by improving
other fundamentals for economic growth, a
country does not only become a more attractive
site for multinational firms, but there is increased
probability that its private sector benefits from the
foreign participation through benefits.
FDI expansion will always be constrained by
environmental factor, normally political, legal,
culture, and sociological as well as specific host
country economic factor. Successful FDI firms
know that these factors are inter linked and that
these require their utmost attention. If the firm
recognises these strictures, than it is chance of the
successful FDI are increased significantly, and the
most effectively organise the resources to meet the
special challenge and opportunities associated with
operating in an international sphere.
TABLE 13.1 Potential unfavourable impacts
of Foreign Companies on host Countries,
I. NEGATIVE ECONOMIC EFFEcrs
A. Basic factors of production
1. Capital
2. Skilled personnel
3. Technology
4. Entrepreneurship
5. Raw materials
B. Economic effects resulting from basic factors
of production on
1. Balance of payments
2. Structure of the economy
3. Stability of economy
4. Effects on local business personnel
11. NEGATIVE SOCIO-CULTURAL EFFEcrs
A. General public
B. Workers
C. Customers
III. NEGATIVE GOVERNMENTAL EFFEcrs
A. General impact
B. Governmental finances
1. Revenue
2. Expenditures
C. International relations.
Source: Christopher M. Korth (Environment and
Management)
TABLE 12.1 Potential Favourable Impact
of Foreign companies Upon Host Countries:
Major Groupings
I. POSTME ECONOMIC EFFcrs
A. Basic factors of production
1. capital
2. labour
3. entrepreneurship
4. technology
5. raw materials
B. Effect s resulting from basic factors of
production
1. balance of company
2. structure of company
3. stability of economy
4. effect upon local companies
II. POSITIVE SOCIO-CULTURAL EFFEcrs
A. General public
B. Workers
C. Customer
II. POSITIVE GOVERMAl'JTAL EFFECTS
A. General political system
B. Governmental finances
1. revenue
2. expenditures
C. International relation
(Environment and Management)
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